Factors leading to decentralization of office firms: the case of multimedia super corridor by Tufail, Muhammad Asim
  
 
 
CHAPTER 1 
 
 
 
 
INTRODUCTION  
 
 
 
 
1.1 Prologue-Basic Parameters 
 
 
 
  
 The importance of information to urban and regional economies is evident 
from the continuous growth of the information sector in the economic base of all 
major metropolitan cities (Newton, 1995).  Networks allow cities to play global as 
well as regional roles.  Such technologies are facilitating a shift in resource from 
production of goods to provision of services, particularly information based services 
(Brotchie et al, 1995).  This increases the competition between cities for the 
provision of goods and services and for the attraction of new industries, in particular 
company headquarters or regional offices, associated services, new technology, 
knowledge and information based services and industries (Brotchie et al, 1995). 
 
 
 This study focuses on the effects of such growth parameters in information 
sector on office firms in the Kuala Lumpur Metropolitan Area (KLMA) because of 
development of Multimedia Super Corridor (MSC). 
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 This chapter gives a brief introduction on the effects of information and 
communication technologies (ICT) on urban land use pattern; furthermore, it 
provides an introduction to the overall structure of the thesis.  This includes; the 
background of this study, aims and objectives of the research, formulation of 
research hypothesis, identification of research questions, application and significance 
of research and the organization of thesis.  (For further elaboration on chapter 
sequence, refer to section 1.9) 
 
 
 
 
1.2 ICT and the Global Village 
 
 
At the end of the 20th century the world has seen advancements in the field of 
information technology as never before.  Whereas the impact has been evident in all 
development sectors; the most significant result is ICT, due to which it has now been 
termed as a ‘Global Village’ in which all communities act as one  and are linked by 
the web of optic fiber and other means of telecommunication.  Bender (1997) has 
described it as the situation in the 19th century whence with the invention of 
telegraph and telephone; one could speak from one side of a continent to the other 
being on the line.  The 20th century has seen a move towards the next cycle of 
wireless and trackless radio, television, satellites and the World Wide Web (WWW).  
Within this ‘Global Village’ it is possible to respond to everyone virtually in any part 
of the world (Bender 1997). 
 
 
In context of a city, ICT plays an important role in a country’s overall 
economic development.  Information and communication have had a primary 
economic and administrative role throughout the history.  Twentieth century has seen 
the rise of Suburbia and “non-urban” lifestyle especially in post-industrial societies.  
The previous “urbane” lifestyle has been altered by the development of the virtual 
world also known as ‘cyberspace’.  Especially this decade (i.e.1990’s) has witnessed 
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the birth of virtual environments that are distributed by the WWW or the Internet 
(Velibeyoglu, 1999). 
 
 
Nowadays, new technologies have taken significance in the global world.   
Technologies sometimes emerge because they are needed; that is the reason why 
researchers are motivated to develop a technology because they are aware of a need 
that the technology can satisfy.  Often, there is a cyclical interrelationship between 
technological and social issues related to the work environment.  The social context 
gives rise to the need for a given technology and from time to time this technology 
may have social impacts that are significant enough to alter the social context, giving 
rise to the need for another round of technological innovation (Kraut, 1994).  The 
development of ICT has made an impact on overall socio-economic fabric of a city.  
Thus, there is a need for planners to explore new ways of planning strategies which 
encompass the needs of today’s as well as future requirements in a city’s profile. 
 
 
The notion of a computerized or virtual community is structured into four 
main parts.  First a review of the emergence of post-industrial society and the growth 
of information networks, computers, software and hardware.  Second, an outline of 
the geography of high-technology manufacturing, services and globalization.  Third, 
the development of an information infrastructure in cities largely involving 
telecommunication but also smart buildings and electronic highways.  Finally, the 
emergence of cyberspace and virtual communities (Brotchie, et al, (1995). 
 
 
Advancements in ICT has encouraged decoupling of office activities of a firm 
in many knowledge based cities.  This has facilitated the offices to use high level of 
technology to decentralize from city centre because of factors such as increased 
travel cost to the city centre, increase in floor space rent, traffic congestion, air 
pollution, image, prestige, competitive conditions, availability of labor and tradition 
(Chua, 2001).  Office activities can be divided in two components.  First, there are 
corporate headquarters or front-office functions and secondly, there are back-office 
functions.  The front office contains those functions that relate to organizational 
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development and marketing and as a result they rely heavily on face-to-face 
communication with clients.  The back office, on the other hand contains activities 
that relate to routine operations such as security processing, claim payment and other 
support services that do not involve direct client contact (Moss, 1999). 
 
 
 Large-scale information-intensive companies devote approximately 55% of 
employment to headquarter activity and 45% of the employment to back-office 
activity.  Within the back office, the labor pool is estimated to be 75% clerical and 
25% managerial or professional.  In terms of space, the typical back-office employee 
will occupy 14 to 15 square meter of space, while the managerial or professional 
employee will occupy about 20 square meters (Moss, 1999). 
 
 
 A significant reason for locating back-office facilities in the periphery of a 
city or in suburban location is occupancy cost.  Currently, Central Business District 
(CBD) rental rates are generally 20 to 50 percent higher than those found on the 
periphery of a city or in a suburb.  Occupancy cost, however, is strongly influenced 
by factors other than existing rental rates such as area prestige, availability of skilled 
labor, infrastructure, competitive conditions for business, connectivity options, 
communication rates and taxes (Moss, 1999).  Therefore, it is critical for planners to 
research and to observe the urban shifts in the informational city.  The information 
revolution has begun to transform central cities and towns, travel patterns and floor 
space requirements.  The signals of this trend have been currently available in some 
post-industrial cities in the world (Velibeyoglu, 1999). 
 
 
 
 
1.3 Background of Study 
 
 
The Kuala Lumpur Metropolitan Area (KLMA) with its importance in 
national socioeconomic and urban development has been historically the city to be 
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equipped with extensive telecommunication infrastructures meant for socioeconomic 
and administration activities.  Kuala Lumpur, the largest city within the KLMA 
region, is the commercial capital of the nation.  Its economic catchments encompass 
the entire country.  It covers a total area of approximately 4,000 square kilometers.  It 
is estimated that the population of Kuala Lumpur in the year 2000 was 1.423 million 
people and it is expected to grow to 2.2 million by the year 2020.   The per capita 
GDP for Kuala Lumpur during the period 1995 to 2000 rose from RM21,157 to 
RM25,968, an average annual growth rate of 6.1 percent which  was more than twice 
that of the national average (Malaysia, 2003). 
 
 
 In Malaysia, it is specially Kuala Lumpur that received latest information 
and communication technology infrastructures and services such as Integrated 
Services Digital Networks (ISDN) and fiber optics.   This showed that offices in 
KLMA enjoy more advanced communication infrastructures and services than other 
major cities in this country.  This also means offices in this city could have a higher 
information and communication sophistication and utilization level, which has great 
impact on the decision to decentralize.  Hence, offices in the city of Kuala Lumpur 
could be more adaptive towards ICT applications which might influence the office 
decision to locate outside the city centre area.  
 
 
Due to the increasing congestion in the capital city and the global attraction 
of the city as market hub in the South East Asia, new satellite towns such as 
Technology Park Malaysia and Cyberjaya has been developed for the multi national 
companies to locate there regional offices in this region as such companies make use 
of high level modern information and communication technologies (Malaysia, 2003).  
These new towns offer the best possible infrastructure and incentives by the 
government to turn the economy to meet the challenges of globalization and adapt to 
the knowledge based economy. 
 
 
For such purpose a super corridor was developed to the south of Kuala 
Lumpur which is 50 km long and 15 km wide namely the Multimedia Super 
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Corridor.  In order to attract international business setups to cater the potential 
market of the South East Asian region, many incentives were offered which are 
defined in the policy of the MSC. 
 
 
In order to keep pace with the global changing economic environment, the 
government was forced to face these main challenges; Firstly, there is the need to 
attract and retain technology intensive firms.  Secondly, the development of high 
speed telecommunication access and thirdly, to guarantee that low income residents 
can have access to information at their homes. 
 
 
The development of the MSC is proposed to create a high technological 
environment and infrastructure that can attract national and international investors.  
The aim and objective of this technology region is to replicate the economic success 
in Silicon Valley, USA and also to develop applications through the use of ICT to 
transform key economic sectors such as finance, insurance and real-estate sectors 
(Malaysia, 2002). 
 
 
 
 
1.4 Aim and Objectives of Study  
 
 
Information and communication technologies are leading to the demise of 
traditionally core dominated cities.  What used to be a mono-centric urban fabric is 
now changing to multi-centered one, interlinked by commercial belts or industrial 
parks. 
 
 
Countries such as India, The Philippines, China, Singapore, Australia and 
Czech Republic are competing to convince information intensive firms to be located 
in their cities like finance, insurance and real-estate sectors as these are the strongest 
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growing sectors in urban economies.  In order to attain this goal they are offering 
greater tax incentives, avant-garde infrastructure and competitive conditions.   
 
 
In the context of Malaysia, the government has developed the Multimedia 
Super Corridor (MSC) piloted by its development agency, Multimedia Development 
Corporation (MDC) to market the real estate in such scene of global changing 
economics to attract the information intensive firms.  At the same time, MSC is 
meant to form a cluster of information intensive local based and foreign companies 
to adapt the research and development strategy in key information based areas in 
order to transform the economy into a knowledge-based economy. 
 
 
This study focuses on key factors through which the companies from Kuala 
Lumpur are migrating to the development corridor and the driver which is the prime 
mover for such shift.  The hypothesis is that such a shift is taking place due to the 
attraction to the Bill of Guarantees (BOG) provided in the MSC status policy. 
 
 
The main purpose of this study is to identity the factors that are the reasons 
for office activities to be sub-urbanized from the CBD towards the MSC area.  
Furthermore, to point out the driver for such shift is another objective. 
 
 
Thus, objectives of this study are as follows: 
 
a.)  To identify the effects of technology on decentralization of the city 
and the driver for such decentralization. 
 
b.) To identify the factors due to which the decentralization of office 
spaces is taking place from the CBD of Kuala Lumpur towards the MSC area. 
 
c.)  Analyze and assess the effectiveness of existing BOG offered by the 
MSC for offices to move physically to the development area and 
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d.)  To recommend future policy direction for the existing development 
policy. 
 
 
 
 
1.5 Research Hypothesis 
 
 
The research hypothesis is formulated thus; 
 
“Due to advanced ICT infrastructure and incentives provided by the MSC, 
global as well as local business companies are moving from the city centre of Kuala 
Lumpur towards the MSC in order to get maximum output of the advanced 
infrastructure and greater incentives offered by the corridor’s development policies”. 
 
 
The basis for this hypothesis is that MSC is offering several incentives 
through a comprehensive Bill of Guarantees in its development policy which should 
be an attraction to companies that are high level users of ICT. 
 
 
 
 
1.6 Research Questions 
 
 
The research questions addressed in this study are: 
 
 
How the sector wise migration of business companies belong to Finance, 
Insurance and Real-estate sectors of economy from Kuala Lumpur towards the MSC 
is taking place and what is its percentage participation to the overall equity? 
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What are the drivers of such shift for offices to migrate from the previous 
location which may lead to, for instance; infrastructure, digital connectivity, low 
taxes, land cost, security, labor cost, competitive conditions? 
 
 
What are the responses of companies towards the Bill of Guarantees offered 
in the MSC policy?  
 
 
What measures should be taken in the form of infrastructure and incentives in 
order to attract more global and local companies to take up the MSC status? 
 
 
Thus, evaluating the influx of business and employees towards the MSC and 
concluding the further measures for policy guidelines and future development for 
building of a more sustainable environment by introducing information and 
communications technology (ICT) in the new urbanism where technology plays a 
major role in the urban economics. 
 .   
 
 
 
1.7 Scope of Study 
 
 
The study focuses mainly on the spatial movement of firms, physically from 
KLMA towards MSC.  The background information about these companies and 
reasons for such movement were obtained by a questionnaire survey constructed for 
such purpose.  The area selected for this study has been the designated MSC area 
which is 50 km long and 15 km wide stretching from Kuala Lumpur International 
Airport (KLIA) to the Kuala Lumpur City Center (KLCC) housing Petronas Twin 
towers..   
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The aspects that are covered by this study were the reasons for which a 
company has chosen to locate in MSC and the choice of companies on the Bill of 
Guarantees provided in the policy for taking up MSC development status.  
Furthermore, the description of company, its size and the location time were chosen 
as the determinant factors.  The aspects have been identified after a thorough 
research on available literature. 
 
 
The aspects being covered believed to be sufficient enough to draw 
conclusion as these has been noted as the determinants of relocation of office firms 
in the information age according to the literature available.  The conclusion drawn is 
trusted as the population chosen has diversity of major information sectors. 
 
 
  
 
1.8 Research Methodology 
 
 
The research methodology has been adopted as follows: 
 
 
First, an extensive study was conducted on the location of firms, the drivers 
for relocation in the information era, the role of cities in the new economy formed by 
the information and communication technologies (ICTs) and the challenges faced 
with it to remain competitive with the growth of information sectors. 
 
 
Afterwards, a thorough study has been done on similar kind of studies with 
the reference of the developed as well as fast developing economies in different 
regions and their impact on overall world economic scene.   
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The study was further taken up in the case of Malaysia on efforts being taken 
to retain information intensive firms and a background study was conducted on the 
MSC and its progress up to date through published material available.  Then a 
hypothesis was formulated according to the review of literature. 
 
 
Thus, companies were selected according to the profiles which are dealing in 
business related to finance, insurance and real-estate (FIRE) as being the intensive 
users of information. 
 
 
Moreover, a questionnaire was developed after the study of major influential 
factors on the location decision for the business conducted in today’s global 
economy and the policies offered in support to attract such businesses from their 
current or contemporary location. 
 
 
A pilot survey was conducted of MSC status holder companies selecting a 
number of 10 respondents residing in Cyberjaya area only. 
 
 
For sampling design, the method of stratified random sampling was used to 
select samples from the population which was of a total of 71, out of which, a 
response of 30 respondents was gathered accumulating to 42.86%.   
 
 
 Afterwards, the data was analyzed using statistical Software for Social 
Sciences (SPSS).  This software is commonly used among social sciences 
researchers for its effectiveness in sorting data and convenience in running analytical 
techniques.  Mann-Whitney U-test technique was applied to test the hypothesis.   
This technique was selected for analysis because it is a non-parametric statistical test 
requiring two independent sets of data.  This technique does not require any 
assumptions about the nature of the population from which the samples have been 
taken.  Unlike many other significance tests, the null hypothesis in the Mann-
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Whitney U test cannot be rejected, so there should be no consistent difference 
between the two set of values.  According to the analysis of the response, incentives 
offered in Bill of Guarantees of MSC policy are expected to be the major attraction 
for companies to move their office location for the reason of taking up MSC status. 
 
 
 
 
1.9 Epilogue-Significance of Study 
 
 
Sustainability has been the prime concern for the future of the cities growth.  
According to the “Agenda 21” United Nations Conference on Environment and 
Development the Earth Summit in Rio de Janeiro in 1992 (United Nations, 1992).  
To achieve this task many countries have developed new ways of urban 
decentralization to tackle problems such as traffic congestion, urban sprawl, 
pollution and environmental decay (Chua, 2001).   
 
 
For such decentralization, high value incentives are offered which do not only 
attract the local CBD but in the era of globalization convert the newer developed 
satellite towns with hi-fidelity infrastructure into a global city which, in due  time, is 
to attract the city centre and to convert into the centre of regional socio economics.   
 
 
Generally, the findings of the study of change in the CBD due to MSC is to 
benefit mostly the planning authorities on the national and regional level, policy 
makers, developers, urban planners, researchers and academicians.  Ultimately it is to 
help in overview of the policy offered by the MSC is to evaluate the locational trend 
on the choice of office activities due to incentives offered in the policy of MSC.  It 
will provide some guidelines to the further development of structure plan for the 
Kuala Lumpur Metropolitan Area (KLMA).   
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The findings provide some basis of guidelines on reviewing office 
development strategies and the impacts of office decentralization on the existing 
CBD of a city.  For researchers, this could be a guide for further research on the 
topic.  For practicing planners, this study will show some dynamics of changes into 
CBD of a city and could help in formulating more comprehensive planning policies 
according to the future requirements of sustainable growth. 
 
 
 
 
1.10 Organization of Thesis 
 
 
The thesis is divided into seven chapters as follows: 
 
 
Chapter one describes the introduction to the research, the research 
background, statement of issues and the introduction to the policies offered by the 
MSC, leading to research objective, research hypothesis, the scope of study, the 
importance of the research and finally, to the organization of thesis. 
 
The second chapter provides an extensive literature review based on the past 
and present office development pattern in the cities.  Furthermore, past and current 
literature on location decisions and their impact on office decentralization with 
studies of the other developed city’s perception examples are conducted.  This 
provides thorough background understanding of the research issue.  The theoretical 
framework is developed and elaborated in detail in this chapter, too. 
 
Chapter three provides the background about the incentives offered by the 
MSC and its Vision 2020 to change Malaysian economy into the knowledge based 
economy.  It also looks on the KLMA structure plan for the future development.  
This chapter mostly highlights the policies adopted to meet the challenges for future 
sustainability. 
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In chapter four, the research method is highlighted in order to achieve the 
goals and objectives of research.  This includes the selection of population for 
analysis, the method of analysis, the setting up of variables for the hypothetical test 
and the method of testing the hypothesis.  It also shows the ways adopted to 
minimize the error of data collection and also indicates the hindrances that have been 
tackled with, during the course of data gathering. 
 
 
Chapter five presents the analysis of the data collected and elaborates the 
outcomes.  It has concluded that the incentives offered in the Bill of Guarantees of 
MSC policy, namely, tax exemption and world class infrastructure provision are the 
primary drivers forcing the companies to move physically to the MSC.  In addition, 
freedom to employ foreign workers and globally competitive telecommunications 
tariffs remain significant.   
 
 
Chapter six is based on the testing of hypothesis on the results of the analysis 
and leading to the measurement of the magnitude of decentralization of offices using 
the nonparametric hypothesis testing technique of Mann-Whitney U test.  The test 
hypothesizing that companies are taking up the MSC status and thus locating in the 
MSC due to the lucrative incentives offered in the MSC Bill of Guarantees which has 
been proven true and a very significant factor for companies locating in the MSC.         
 
 
Chapter seven discusses the outcomes of the research, it has been concluded 
that the Bill of Guarantees offered in MSC policy is quite comprehensive.  It also 
concluded that there is a need to accelerate the development of public amenities such 
as; telephone booths, transport and restaurants etc.  Furthermore, it concludes a need 
for the provision of more rental space on cheaper rental value to attract small and 
medium sized companies to cluster in the MSC area.  It also provides suggestions for 
the future research on the topic. 
